NATIONAL  TAX  ASSOCIATION 


QUESTIONNAIRE  OF  COMMITTEE  ON  FEDERAL  TAXATION 

/  ^ 

PLAN  AND  PURPOSE  OF  COMMITTEE 

The  Executive  Committee  and  Officers  of  the  National  Tax  Association,  after  careful  consideration, 
have  concluded  that  the  position  of  the  Association  in  the  field  of  public  finance  demands  that  it  participate 
in  the  movement  for  recasting  the  federal  tax  laws  now  in  process  by  Congress.  To  that  end  the  undersigned 
have  been  designated  as  a  committee  to  further  the  movement. 

^  our  committee  conceives  it  to  be  its  duty  to  act  as  a  clearing  house  for  the  collection  of  the  views  of 
the  members  and  for  digesting,  classifying  and  presenting  them  to  Congress.  It  does  not  deem  itself  authorized 
to  formulate  and  present  its  own  notions  of  what  ought  to  be  done.  It  is  led  to  take  this  view  largely  because 
the  trend  of  the  hearings  before  the  Wa3^s  and  Means  Committee  of  the  House  of  Representatives,  appears 
to  indicate  that  that  committee  is  concerned  mainly  with  the  drafting  of  a  Bill  which  shall  certainly  raise 
the  revenue  desired  by  the  President,  which  is  in  round  numbers  eight  billion  dollars  or  twice  the  amount 
of  the  revenue  raised  under  existing  laws.  It  is  evident  that  emphasis  must  be  laid  upon  speedy  plans  for 
revenue  rather  than  upon  refinements  of  theory.  We  must,  it  seems,  seek  to  provide  at  all  possible  speed, 
for  full  and  ample  funds  for  the  prosecution  of  the  war,  leaving  polishing  processes  for  later  effort.  A  wide 
range  of  knowledge  is  necessary  to  cope  with  the  questions  and  many  minds  should  immediately  co-operate 
in  their  solution. 

Under  these  circumstances  it  has  been  felt  that  the  members  of  this  Association,  comprising  those  who 
by  experience,  study  and  training,  are  most  alive  to  the  issues,  may  offer  practical  and  helpful  suggestions.  They 
reflect  in  large  measure  the  official  opinion  of  the  states  and  thus  n:;ay  express  to  a  degree  the  views  of  those 
who  will  feel  the  serious  effect  of  federal  tax  laws  upon  state  sources  of  revenue.  They  are  in  close  and  con- 
stant touch  with  the  industries  in  their  communities  and  the  tax  paying  abilities  of  the  citizens  and  with  the 
present  views  of  those  upon  whom  the  burden  must  fall.  Afany  members  have  made  lifelong  stud\'  of  taxing 
methods  and  can  well  supply  important  evidence  of  the  probable  results  of  proposals. 

Finally,  it  is  believed  that  the  views  of  our  members  may  be  relied  upon  by  Congress  as  expressive  of 
the  general  sentiment  which  may  be  expected  to  follow  a  given  proposal. 

The  need  of  speedy  action  is  so  great  that  your  committee  deems  it  wise  to  disregard  questions  which 
have  been  widely  discussed  but  are  of  a  theoretical  nature  such  as  the  relative  advantages  of  borrowing  and 
taxing  in  war  finance.  We  assume  that  a  tax  load  of  $8,000,000,000  has  been  set  up  and  that  the  question  is 
how  best  to  carry  that  load. 

We  submit  herewith  a  series  of  questions  to  which  we  most  earnestly  solicit  direct  answers,  phrased 
briefly  but  definitely  so  that  the  answers  may  be  classified  and  reported.  No  individual  names  will  be  made  public 
but  the  replies  will  be  classified  by  source  as  for  instance: 


1. 

Federal,  state  and  local  officials 

2. 

Members  of  legislatures. 

3. 

Economists  and  teachers. 

4. 

Business  men. 

5. 

Lawyers. 

6. 

Accountants. 

7. 

Librarians. 

8. 

Miscellaneous. 

The  importance  and  value  of  this  report  to  Congress  and  the  advantage  which  will  accrue  to  this  Associa- 
tion from  its  publicity,  will  depend  upon  the  nu tuber  of  replies.  A  very  large  number  of  responses  will  provide 
a  very  valuable  amount  of  data  to  be  assembled. 

The  questions  submitted  have  been  su^ggested  by  the  hearings  before  the  Ways  and  Means  Committee 
and  from  other  published  sources  and  are  framed  for  the  purpose  of  giving  each  member  opportunity  to  express 
his  personal  views  in  orderly  sequence  and  in  such  form  that  a  digest  and  comparison  of  individual  views  may 
easily  be  made. 

The  committee  is  desirous  not  only  of  securing  detailed  replies  from  those  who  have  technical  knowl- 
edge of  the  subject  through  actual  experience  or  through  study  but  also  and  of  equal  importance  of  getting  a 
line  on  the  general  feelings  of  the  members  as  to  the  probable  sentiment  of  their  communities  on  the  questions, 
without  reference  to  technical  details. 

The  object  is  to  sound  out  and  present  to  Congress  the  opinion  of  the  country  on  the  main  points  as  they 
appear  to  the  average  man  without  especial  regard  for  theory,  supplemented  by  the  advice  and  counsel  of  those 
of  our  members  who  through  study  and  experience  have  particular  technical  knowledge  of  the  fine  points  in- 
volved. 

It  is  to  be  remembered  that  the  task  of  raising  the  largely  increased  taxes  above  mentioned  is  admittedly 
a  very  difficult  undertaking  as  repeatedly  brought  out  at  the  hearings  before  the  Ways  and  Means  Committee. 
In  asking  whether  this  or  that  provision  should  be  changed,  we  assume  that  members  will  bear  in  mind  that  a 
greatly  increased  yield  must  be  provided.  The  suggestions  made  are  based  upon  assertions  by  critics  of  the 
present  law  that  the  important  question  Is  as  to  the  basis  of  the  taxes  and  their  relative  bearing  upon  the 
subjects  rather  than  upon  particular  rates. 

The  need  is  for  Immediate  and  complete  responses.  The  result  should  be  In  the  hands  of  your  committee 
at  the  earliest  possible  moment.  Therefore,  let  each  member  co-operate  and  furnish  the  combined  opinion  of 
this  Association  on  the  points  involved  which  may  be  presented  to  Congress  at  the  earliest  possible  moment. 
THE  MEMBERS  OF  THE  COMMITTEE  CONCEIVE  IT  TO  BE  A  PATRIOTIC  DUTY  FOR  ALL  MEM- 
BERS OF  THE  NATIONAL  TAX  ASSOCIATION  TO  PARTICIPATE  IN  THIS  MATTER. 

Please  state  in  your  reply  the  general  class  to  which  you  belong. 

THOMAS  E.  LYONS, 

Wisconsin  Tax  Commission, 

Chairman. 

PROF.  FRED  R.  FAIRCHILD, 
Yale  University. 

A.  E.  HOLCOMB, 

American  Telephone  and  Telegraph  Co. 

GEORGE  E.  HOLMES, 
Attorney-at-Law. 

PROF.  O.  C.  LOCKHART, 
July  25,  1918  Ohio  State  University. 
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Having  in  mind  the  suggestions  in  the  statement  of  plan  and  purpose,  which  accompanies  this,  please 
consider  the  following  questions  and  send  immediate  response  addressed  to  A.  E.  Holcom'b,  Treasurer, 
National  Tax  Association  and  Secretary  of  Committee  on  Federal  Taxation,  195  Broadway,  New  York. 

INTRODUCTORY 

The  present  federal  taxes  are  imposed,  as  is  known,  by  a  series  of  separate  and  distinct  acts  which 
may  be  roughly,  though  not  completely,  described  as  follows: 

(a)  An  income  tax,  with  exemptions  of  $3,000  and  $4,000  with  normal  rate  of  2%  and  super  tax  on  incomes  of  $20,000 
and  over  at  rat€s  running  from  1%  to  13%. 

(b)  A  war  income  tax  with  exemptions  of  $1,000  and  $2,000  with  normal  rate  of  2%  and  super  tax  oil  incomes  of  $5,000 
and  over  at  rates  running  from  1%  to  50%. 

(c)  A  corporation  income  tax  at  2%  and  a  war  corporation  income  tax  at  4%  and  a  10%  tax  on  the  undistributed 
net  income  of  corporations. 

(d)  A  war  excess  profits  tax  on  individuals,  partnerships  and  corporations  based  upon  the  income  as  compared  witb 
the  invested  capital,  on  income  in  excess  of  7%  or  9%  of  the  invested  capital  at  rates  from  20^"^  to  60%. 

(e)  One  feature  of  the  war  excess  profits  tax  is  the  imposition  of  a  tax  of  8%  on  salaries  and  wages  and  other  earned 
income  in  excess  of  $6,000. 

(f)  War  taxes  on  beverages,  tobacco,  facilities  furnished  by  public  utilities  and  insurance. 

(g)  War  excise  taxes  on  a  limited  class  of  commodities  such  as  sporting  goods  and  boats. 

(h)  War  taxes  on  admissions  to  shows  and  on  club  dues. 

(i)  War  stamp  taxes  on  certain  transactions  such  as  the  issuance  of  bonds,  notes,  stock  (and  the  transfer  thereof)  con- 
veyances, sales  of  produce  on  exchanges. 

(j)    War  estate  taxes  imposing  rates  in  addition  to  those  under  the  pre-existing  estates  tax  law,  the  combined  rates 
ranging  from  2%  on  net  estates  less  than  $50,000  to  25%  on  the  amounts  exceeding  $10,000,000. 

(k)    Increase  in  postal  rates  with  a  provision  for  special  increased  rates  on  portions  of  publications  devoted  to  adver- 
tisements. 

(1)    Customs  tariff  and  internal  revenue  taxes  imposed  under  old  laws. 
It  has  seemed  appropriate  to  thus  sketch  the  existing  laws  to  facilitate  reference  to  them  in  detail. 

QUESTIONS 

QUESTION  1. 

A  general  question  raised  in  various  quarters  is  as  to  whether  a  simplification  should  be  made  by  combin- 
ing the  taxes  listed  under  (a)  to  (e)  above  in  a  single  statute,  the  entire  tax  on  a  given  subject  to  be  imposed 
by  a  single  assessment  with  suitable  provision  for  instalment  payment.  What  are  your  suggestions  in  this 
respect.^ 

INCOME  TAX 

QUESTION  2. 

In  what  respects  do  you  think  the  present  income  tax  law  should  be  amended  in  order 

(a)  to  bear  more  equitably.'  , 

(b)  to  raise  more  revenue? 

(c)  to  facilitate  administration  and  collection? 

The  following  suggestions  may  assist  in  the  consideration  of  these  questions.  Others  will  occur  to 
the  members. 

(a)  Should  the  so-called  "normal"  tax  be  retained  or  s'lould  the  progressive  rates  be  applied  uniformly  and  generally 
to  all  incomes  regardless  of  source  (dividends  are  exempt  from  the  present  normal  tax  under  the  1916  law)? 

(b)  Should  the  exemption  of  $1,000  and  $2,000  apply  to  all  income  taxes  or  should  it  be  higher  or  lower? 


(c)  May  the  rates  be  increased  without  endangering  the  ultimate  yield  and  the  general  capacity  of  the  taxpayer  in 
other  respects,  for  instance  as  a  buyer  of  government  bonds.    If  so,  what  rates  would  you  fix?    Should  they  be  lowered? 

(d)  Should  the  entire  income  above  a  certain  amount  be  taken?    If  so,  what  amount  would  you  fix? 

(e)  In  view  of  the  recent  decisions  of  the  U.  S.  Supreme  Court  in  Peck  v.  Lowe  and  U.  S.  Glue  Co.  v.  Oak  Creek  should 
exemption  of  salaries  of  state  emplo}'ees  and  of  income  from  state  securities  be  removed? 

(f)  Should  some  attempt  be  made  to  tax  "unearned"  income  at  a  higher  rate  than  "earned"  income?    (See  5d  below). 

(g)  Should  the  income  tax  on  corporations  as  such  be  continued  or  should  the  tax  be  laid  entirely  on  the  shareholders? 
This  should  be  considered  with  (a)  above.   (Note  the  method  employed  in  the  Act  of  1864). 

(h)  If  the  corporation  income  tax  is  continued,  should  the  rate  be  increased?    If  so,  to  what  extent? 

(i)  How  would  you  prevent  the  accumulation  of  undistributed  income  by  corporations?  Is  the  present  tax  of  10% 
justifiable?    Is  it  workable? 

(j)  Would  you  advise  the  insertion  of  a  provision  preventing  in  the  future  the  making  of  contracts  by  one  to  pay  the 
taxes  of  another?    (This  applies  particularly  to  "tax  free"  bonds  and  "tax  free"  rentals). 

(k)  At  the  hearing  before  the  Ways  and  Means  Committee  strong  representation  was  made  against  any  increase  of 
tax  on  income  of  public  utilities.    Is  this  claim  meritorious? 

(1)    Should  stoffk  dividends  be  treated  as  income? 

(m)  If  the  income  tax  is  continued  on  corporations,  should  the  present  provisions  taxing  dividends  received  and  pre- 
venting deduction  of  all  interest  paid  (in  certain  cases)  be  continued? 

(n)  Should  gains  from  the  sale  of  capital  assets  be  taxed  at  the  same  graduated  rates  applicable  to  current  income 
arising  from  the  use  of  capital? 

(o)  Having  regard  for  the  revenue  needs,  is  it  nevertheless  desirable  to  take  cognizance  of  the  demands  of  international 
comity  in  the  taxation  of  (1)  non-resident  citizens  (2)  domestic  corporations  operating  entirely  outside  the  United  States,  (3)  non- 
resident alien  stockholders  and  bondholders  of  domestic  corporations? 

PROFITS  TAXES 

QUESTION  3. 

In  what  respects  do  you  think  the  present  excess  profits  tax  law  should  be  amended  in  order 

(a)  to  bear  more  equitably? 

(b)  to  raise  more  revenue ?  ■'     '■  '  ■   '  ' 

(c)  to  facilitate  administration  and  collection? 

QUESTION  4.  : 

Do  you  favor  a  war  profits  tax  based  on  the  British  system?    If  so  j  ■,. 

(a)  What  should  be  the  prewar  period? 

(b)  How  should  businesses  commenced  since  that  period  be  taxed?  "       ■  "  - 

(c)  What  relief  should  be  granted  where  the  profits  of  a  single  business  or  a  business  class  were  abnormally  low  in  the 
prewar  period? 

QUESTION  5. 

Do  you  favor  a  war  profits  tax  as  -  ■    '  ■ 

(a)  a  substitute  for  our  present  excess  profits  tax?  ,  ,  , 

(b)  as  an  alternative  tax  to  be  applied  to  certain  businesses  only?  or 

(c)  as  an  additional  tax,  the  taxpayer  to  pay  the  higher  amount  of  tax  whether  it  be  computed  as  an  excess  profits  tax 
or  as  a  war  profits  tax? 

You  are  reminded  of  the  two  general  theories  of  profits  taxation.  One  is  based  upon  a  comparison  of 
present  profits  with  a  prewar  standard  of  profits  ascertained  in  each  case  from  the  profits  in  a  prewar  period, 
with  a  tax  upon  the  excess.  This  is  called  a  war  profits  tax  and  is  the  British  system..  The  other  is  based 
upon  the  relation  of  income  to  capital  v>-ith  a  tax  upon  all  income  over  a  certain  rate  upon  such  capital.  This 
is  the  basis  of  our  present  excess  profits  tax  on  business  profits. 

SUGGESTIONS 

(a)  If  you  favor  cpntinuliig  the  present  system  how  would  you  overcome  the  present  difficulty  In  determining  "Invested 
capital?"  Should  the  existing  limitations  be  retained  under  which  original  investment  Is  sought  to  be  used  or  should  present 
capitalization,  present  worth  of  assets  employed  or  present  earnings  capitalized  at  a  certain  rate  (and  as  of  a  particular  date)  be 
taken  as  the  basis? 

(b)  In  general  should  the  present  attempt  to  discourage  or  confiscate  "unduly"  large  earnings  through  the  profits  tax 
be  continued  and  perhaps  perfected  or  should  that  feature  be  discontinued  or  modified?' 

(c)  In  arriving  at  the  profits  tax,  should  an  attempt  be  made  to  give  some  allowance  to  special  Industries  by  permitting 
certain  temporary  capital  investments  to  be  treated  as  expenses  of  operation  when  it  is  ascertained  that  large  shrinkage  will  occur 
after  the  war? 

(d)  Should  the  present  8%  tax  on  salaries  and  other  "earned"  income  be  retained.  It  appears  as  a  part  of  the  present 
profits  tax  but  if  retained  it  might  be  included  as  a  part  of  the  income  tax?    (See  2f.  above). 

(e)  Should  the  present  method  of  computing  the  deduction  at  7%  and  9%  be  changed  by  eliminating  all  reference  to 
the  prewar  period  either  (a)  giving  all  businesses  the  same  rate  of  deduction  or  (b)  granting  a  larger  deduction  to  financially 
hazardous  businesses? 


QUESTION  6. 

The  suggestion  has  been  made  that  for  the  administration  of  both  income  and  profits  taxes,  greater 
satisfaction  would  arise  if  there  could  be  established  regional  boards  at  various  convenient  points  throughout 
the  country  for  the  purpose  of  permitting  taxpayers  to  present  the  peculiar  situations  which  are  said  to  arise 
in  many  lines  of  business.  Would  you  favor  the  creation  of  such  boards,  and  if  so  should  they  be  under  the 
jurisdiction  of  the  Treasury  Department  and  constitute  a  part  thereof,  or  should  they  be  separate  and  distinct 
bodies  having  the  power  to  determine  the  questions  at  issue?  How  would  you  provide  for  making  the  decisions 
of  such  regional  boards  uniform  throughout  the  country? 

QUESTION  7. 

Please  indicate  as  to  paragraphs  (f)  to  (h)  of  the  Introductory  Statement  if  you  approve  of  the  present 
taxes.    What  schedules  may  be  increased? 

STAMP  TAXES 

QUESTION  8. 

Do  you  favor  stamp  taxes  ■ 

(a)  on  checks? 

(b)  on  other  documents  not  now  taxed  (specify  kinds)? 

QUESTION  9. 

What  suggestions  have  you 

(a)  as  to  rates?  ... 

(b)  as  to  methods  of  administration  and  collection? 

ESTATES  TAXES 

QUESTION  10. 

How  far  is  it  desirable  to  provide  the  revenue  necessary  for  the  existing  emergency  through  the  impo- 
sition of  federal  taxes  on  inheritances?  What  com.ments  have  you  to  make  upon  the  existing  law  and  what 
difficulties  should  be  rem.oved?       .  ■        -■m-       ~  ■  .•      .  • 

INCREASE  IN  POSTAL  RATES 

QUESTION  11. 

Do  you  approve  of  the  existing  increase  in  postal  rates,  especially  on  advertising  matter? 

CUSTOMS  DUTIES 

QUESTION  12.  ' 

W^ould  you  suggest  any  changes  in  present  duties  on  imports? 

(a)  Increases  or  decreases  of  rates  on  articles  now  subject  to  duty? 

(b)  Addition  of  duties  upon  articles  now  admitted  free?    If  so,  what  articles? 

(c)  Removal  of  duties  from  articles  at  present  dutiable?    If  so,  what  articles? 

QUESTION  13. 

Would  you  suggest  any  discrimination  in  customs  duties  between  belligerent  and  non-belligerent 
countries  ?    If  so,  specify  in  what  way. 

QUESTION  14. 

What  would  you  suggest  as  to  the  relation  between  customs  duties  and  internal  consumption  taxes,  etc.  ? 

ADDITIONAL  SOURCES  OF  REVENUE 

QUESTION  15. 

What  sources  of  revenue  not  now  tapped  do  you  think  should  be  utilized  at  present? 
QUESTION  16. 

What  methods  of  administration  and  collection  do  you  suggest  with  respect  thereto? 


LUXURY  TAXES 

QUESTION  17. 

What  articles  of  luxury  do  you  think  should  be  taxed?  ; 

QUESTION  18. 

What  articles  of  general  use  should  be  taxed  when 

(a)  used  as  luxuries  (as  for  instance  gasoline  for  pleasure  cars  and  motor  boats)  ? 

(b)  when  made  of  materials  which  may  be  classed  as  luxuries  [e.  g.,  clothes)? 

QUESTION  19. 

What  methods  of  administration  and  collection  would  you  suggest?  ■ 

CONSUMPTION  TAXES  IN  GENERAL 

QUESTION  20. 

What  articles  of  general  consumption  would  you  suggest  as  taxable? 
For  example,  tea,  coffee,  chocolate,  sugar,  etc. 

QUESTION  21. 

What  methods  of  administration  and  collection  would  you  suggest? 

GENERAL  SUGGESTIONS 
QUESTION  22.  ^  • 

What  other  suggestions  of  a  general  or  specific  nature  have  you? 


In  replying  state  name,  address  and  (for  purpose  of  classifying  your  reply)  state  office,  profession  or 
occupation. 

■  Address  your  reply  to  ■''        ■        .'      '  ■  " -  '■' 

A.  E.  Holcomb,  195  Broadway,  New  York,  N.  Y., 

THOMAS  E.  LYONS, 

Chairman. 

A.  E.  HOLCOMB, 

Secretary. 

FRED.  R.  FAIRCHILD, 

GEORGE  E.  HOLMES, 

O.  C.  LOCKHART, 

CORiMITTEE. 


